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AUDITING STANDARDS BOARD
Meeting:

Auditing Standards Board (ASB)

Date:

December 12-14, 2000

Location:

Wyndham Buttes Resort
Tempe, AZ

Meeting
Attendance: James S. Gerson, Chair
Ray Whittington, Vice Chair
Linda Cheatham
Craig Crawford
Robert F. Dacey
Richard Dieter
Michael P. Manspeaker
Scott McDonald
Susan Menelaides
Keith O. Newton
Alan G. Paulus
Robert C. Steiner
Bruce P. Webb
Chip Williams
Absent:

Sally L. Hoffman
Other Participants
Chuck Landes, Director, Audit and Attest Standards
Susan Jones, Senior Technical Manager, Audit and Attest Standards
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Kim Gibson, Technical Manager, Audit and Attest Standards
Observers
John Brolly, PricewaterhouseCoopers LLP
Andrew Capelli
Robert Dohrer, McGladrey & Pullen LLP
John Fogarty, Deloitte & Touche LLP, Chair, Risk Assessment Task Force
Aram Kostoglian, KPMG LLP
David Landsittel, Arthur Andersen LLP, Chair, Fraud Task Force
Laura Phillips, Ernst & Young LLP
Esmeralda Rodriguez, Securities and Exchange Commission
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Jeffrey Thomson, Arthur Andersen LLP
Mary Ann White, Securities and Exchange Commission
Steve Kaplan
Robert Nieschwietz
Ed O’Donnell
Joseph Schultz
Jian Zhang
I.

CHAIR’S REPORT
J. Gerson provided an update on the Audit Issues Task Force (AITF) meeting of December 12,
2000.

II.

AGENDA ITEMS PRESENTED AT MEETING
Risk Assessment
John Fogarty, Chair, Risk Assessments Task Force (task force), updated the ASB about events
since the last ASB meeting, and presented for discussion a revised audit risk prototype diagram
and brief explanatory descriptions of the boxes on the diagram.
November 29, 2000 Task Force Meeting
Since the last presentation to the ASB, the task force met once and proposed refinements to the
prototype audit risk diagram. Stephen Heathcote, staff for the IAPC Audit Risk Subcommittee
(IAPC subcommittee), a related project, presented an update on the IAPC subcommittee’s
progress. The task force discussed similarities and differences in the two groups’ approaches.
Other Meetings
Mr. Fogarty also presented updates at meetings in early December of the ASB’s Fraud task force
and of the IAPC subcommittee. Members of the Fraud task force agreed that considerations
related to fraud should be integrated into the risk framework but that its special consideration as
a discrete topic in the literature remains appropriate.
The IAPC subcommittee meeting resulted in a closer convergence of the approach to the
projects. Although the detailed guidance of the two projects may diverge, both groups intend to
work closely to achieve a consensus on the “blueprint” that embodies the major concepts and
requirements.
Discussion of the Diagram
Mr. Fogarty then presented the revised audit risk prototype diagram. Following discussion:
 The ASB agreed that the process for risk identification and assessment was essentially
appropriate.
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The ASB discussed whether the proposed wording for the second standard of fieldwork
should be expanded to include risk identification and assessment. The ASB agreed that a
sufficient understanding of the entity and its environment to “plan” the audit was appropriate
if the concept of planning is better articulated in the literature to include risk identification
and assessment.



The ASB suggested various changes to the six basic areas or factors about which the auditor
should obtain an understanding.



The ASB discussed what is meant by “corroborate” in describing the box “identify and
corroborate the entity’s response to risk.” Mr. Fogarty reported that the task force had
discussed that procedures used in obtaining an understanding of the internal control
components and whether they had been placed in operation in some circumstances provided
evidence about the design and operating effectiveness of controls. It was proposed that
guidance be expanded on the use of inquiry as an effective test to obtain evidential matter.



The ASB affirmed the two “path” approach at the bottom of the diagram, i.e., the distinction
between “focused” and “basic” substantive tests. It was suggested that the depiction of
designing and performing control and substantive tests be combined into one box on each
path.

Fraud
David Landsittel, chair of the Fraud Task Force, presented an update on the status of the task
force. In addition, Andrew Capelli, chair of the Fraud Research Steering Task Force, presented
an update of the AICPA-sponsored academic research.
Some of the issues that were discussed with the Board are as follows:
 The need for synchronization of the fraud guidance with the “umbrella” risk assessment
guidance being developed by Risk Assessment task force. In that regard, it was agreed that it
remains important for there to be a separate stand-alone SAS dealing with the special
considerations relating to fraud.


The work of various subgroups of the fraud task force exploring possible enhancements to
SAS 82.



The importance of incorporating more of a technology focus in the SAS.



The possible addition of “forensic” substantive procedures, particularly in environments
when “incentives” and “opportunities” are always present (e.g., public companies).
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Audit Documentation
W. Scott McDonald, chair of the Audit Documentation Task Force, led the ASB’s discussion of
the proposed guidance for a documentation standard as well as proposed amendments to SAS
Nos. 56, Analytical Procedures, and 59, The Auditor’s Consideration of an Entity’s Ability to
Continue as a Going Concern, to add documentation requirements to both standards. The
proposed documentation guidance to replace the guidance in SAS No. 41, Working Papers,
includes a list of factors that the auditor can consider in determining the extent of documentation.
It also includes a requirement to document matters that, in the auditor’s judgment, are
significant. The ASB asked the task force to consider broadening the guidance on extent of
documentation and to further refine the proposed documentation guidance for SAS Nos. 56 and
59. The task force will present revised documents at the February 2001 meeting.
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